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AUTHOR’S PREFACE. 


The purpose of this volume is to outline a system of Cost 
Accounting in the Hosiery Industry that will secure efficient 
management, ascertain the correct cost of the different kinds 
of goods made, the Profit or Loss on each Department, and 
reveal the exact financial position of the business at any 


moment. 


The text is liberally illustrated by Forms and Examples | 
showing how, in this industry, the Cost and Works Accounts 
can be so interwoven with the Factory Records and the 
Financial Accounts that the whole of the information neces- 


sary can come forward through an efficient Counting House. 


The figures given in the various Accounts are illustrative 
only. Each Manufacturer should ascertain the Costs of his 
own Factory Departments and use that knowledge in develop- 


ing his business on profitable lines. 


No Manufacturer can afford to lose orders because his 
figures are wrong. No Manufacturer can continue to take 


orders at a loss without eventually getting into difficulties. 
3; 
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No Manufacturer can afford to ignore the information to be 
derived from an efficient system of Cost and Works Accounts, 


for it is a sure safeguard against unprofitable trading. 


Modern methods of manufacturing and of competition make 
it absolutely necessary that the correct Cost Price shall be 
known so as to ensure a margin of Profit at the end of 


the year. 


During the last few years those manufacturers who have an 
efficient system of Cost Accounts had cause to rejoice, for the 
heavy fluctuation in the cost of Materials, Labour and Over- 


head has been the cause of many heavy losses. 


Although the volume is specially written for the Hosiery 
Industry, the fundamental principles are such as can be applied 


to any other manufacturing business. 


I hope that the contents of this book will prove instructive 
and interesting to all who desire to gain the benefits to be 
derived from an efficient system of ascertaining the Cost of 
Production and that those who adopt the principles outlined. 
herein will be amply repaid by increased efficiency, economy 
and prosperity. 


JOHN A. WILD. 
May 20th 1924. 
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HOSIERY ACCOUNTS. 


VHAPTER 1. 


INTRODUCTION. 


In laying down a system of Cost Accounting for any 
industry it will of necessity be found that there are certain 
definite underlying principles that must be followed. Any 
deviation from these fixed fundamentals will negative the 
efficiency, accuracy and value of the system and will lead 
to unprofitable trading. 


A man embarks upon a business venture with a view to 
increasing his capital and enjoying a comfortable income as 
the result of his efforts, he is in business for profit. 


Profit is the difference between the Total Cost of Purchases, 
including all the costs of Production and of Distribution, and 
the net amount of cash received for these purchases when they 
are sold. It is evident then that no business can continue 
indefinitely without profit because the capital would eventu- 
ally be exhausted. 


In simple merchanting there is a known Purchase Price. 
The Selling Price is also known, therefore it is possible to 
ensure a profit on the transaction. 
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In a manufacturing business the finished article is purchased 
in the form of raw or partly manufactured material, Labour 
and many other costs go into it, and it is eventually sold in 
a form entirely different to that in which it was purchased. 


Without an efficient system of Cost Accounting it is im- 
possible to know the total amount actually paid for the 
article. It is therefore impossible to ensure that it shall be 
sold at a figure that will leave a margin of profit. 


If the article to be manufactured is a dozen pairs of Ladies’ 
Hose the material will be purchased in the state of yarn, 
wages will be paid to the employees for knitting the Hose, the 
dyer for dyeing, further wages will be paid to the employees 
engaged in the final operations in the warehouse, and papers, 
boards, or boxes and printing must be provided. 


It is possible to know how much the dozen goods has cost 
in these items, but it is also necessary to know how much 
has been spent in those other items which are such a heavy 
expense of manufacturing under modern conditions. 


There is Rent, Rates and Taxes of the Factory, Power, 
Lighting, Upkeep and Depreciation of the Plant and Machinery, 
Wages paid to employees who are not actually engaged on the 
knitting of the goods, Supervision, Management, Clerical 
Staff, Office Expenses, and a host of other items of expendi- 
ture which are part and parcel of the Purchase Price. 


If the amount of these items is not known then it is impos- 
sible to know whether any particular line of goods is sold 
at a profit or a loss. 


The Trading and Profit and Loss Accounts will show at 
the end of the year whether a profit or a loss has been made 
in bulk, provided, of course, that there has been no wangling 
of the stocks, but do not show, nor give the slightest clue to, 
the source of this profit or loss. They give no indication as 
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to which department or which line of goods is remunerative 
and which is losing money. 


The Audited Accounts may show that the Overhead Ex- 
penses for the period amount to £1,000, and that they bear a 
relation of 20 per cent. to the total cost of manufacturing or 


25 per cent. to the total of the items other than Overhead 
Expenses. 


£ 
Yarn ae a ie ee 5 ae 2,400 
Dyeing a a Be 36 a ops 400 
Wages oe os an a ae a0 1,200 
Expenses... 5% a ad sf oe 1,000 
Total Cost of Manufacturing ee .. £5,000 


It seems reasonable to say that as the Overhead Expenses 
are 25 per cent. of the Wages, Dyeing and Yarn Cost that this 
percentage can be used to recover these expenses on the dozen 
goods. 


TE es al 
Yarn in 1 Dozen Goods, allowing for Waste ts ORTON, O) 
Wages Paid for Knitting, &c., plus Bonus .. a TAL Oe Be AG) 
Paid for Dyeing... : oy BE 
Wages Paid in Wivenouse x o 0 6 
Cost of Papers, Boards or Boxes, &c. On 0nn6 
Totalox. ne at Oe Ont Ouro 

25 per cent. for Expenses or os mee ee Ord 
Total Cost of Manufacturing .. ; ae eve OnmO 
10 per cent. for Profit % ae Ore eno 
Selling Price per Dozen 50 FALE oF OO) 


This is not correct, for if the factory is making goods of a 
cheaper yarn, or if yarn falls in value, it will result in a loss, 
because the percentage allowed for expenses is insufficient 
to cover the expenses actually incurred. 
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£ sd 

Yarn in 1 Dozen Goods oe Oo” §. 16 
Wages, Dyeing, &c., as above. . ape 73) 50) OO: 
Total ars ahs ars Pi se Geni xo 

25 per cent. for Expenses sh ie Pe 0.) 219 
Total Cost of Manufacturing .. be Hy ORES AO 
1o per cent. for Profit bs rie ol Onin A 
Selling Price per Dozen .. te a LOOMED Ss OE 


On the other hand, if yarn rises in price, orif goods are made 
of a more expensive yarn, the cost of the dozen goods will be 
over-estimated, and as a result orders will be lost because the 
price quoted will be too high in competition with other 
manufacturers. The factory will be short of orders, only 
partially occupied, and it will be certain that the lower 
output cannot make up the deficit. 


5 Se 

Yarn in 1 Dozen Goods ee ie 1 ca. 
Wages, Dyeing, &c., as above. . ba On OMtO 
Total 36 ie ie os of Yr 1G780 
25 per cent. for Expenses 3 a = cays Kos Ko: 
Total Cost of Manufacturing .. Ae oe) Btaroe © 
ro per cent. for Profit .. a oe 5 OL GaEcR 
Selling Price per Dozen .. a Sciam Hi Ws Hane 8) 


The all-round percentage for expenses, whether calculated 
on the known costs of manufacturing, or by an equivalent 
percentage on the Selling Price, results in unprofitable trading, 
because the Overhead Expenses do not vary in sympathy with 
the rise or fall in the price of yarn. 


Given the same output in the total number of dozens knit 
and wages paid there will be approximately the same amount 
of Overhead for Rent, Rates, Taxes, Power, Depreciation, 
Supervision and other expenses. 
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The percentage on the Sale Price is in common use in many 
hosiery factories to-day. It is a relic of the old hand 
frame days, and is not at all suited to present conditions 
of manufacturing. 


Under this system the Cost of Manufacturing for a period in 
which a lower price yarn was consumed would probably be :— 


£ 
Yarn ay as ee ae, site 1,200 
Dyeing .. ar A on Sh 400 
Wages... ge a ah an 1,200 
Expenses ty Piet; siatie =i 1,000 
Total 58 ae EG -. £3,800 


The expenses are now 27 per cent. of the total or 36 per cent. 
of the known costs against 25 per cent., which is the basis 
on which the Selling Price of the goods has been fixed. There- 
fore it is evident that there will be a loss at the end of 
the year. 


If yarn had risen in price then the Accounts may show :— 


é 
Yarn Re & ae a 56 4,800 
Dyeing .. =a ae oth 503 400 . 
Wages... 5c se 30 50 1,200 
Expenses. . ee BG ane oe 1,000 
Total se by we - «+ £7,400 


and in fixing the Selling Price the goods have been costed 
too high, the percentage of expenses to the known cost of 
yarn, wages and dyeing being only 154 per cent. against 
25 per cent. used in estimating. 


The same thing applies if the factory is manufacturing a 
mixed lot of lines, some with expensive yarns of good quality 
and others of the cheap cotton variety. 
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To arrive at the correct cost of each line made it is evident 
that rule of thumb methods in fixing prices and office methods 
must go. It is also evident that the old system of calculating 
the Overhead Expenses on the Selling Price or on the total 
of materials and labour is wrong and leads to unprofitable 
trading. 

Modern competition, modern business demands that most 
careful attention be given to Cost Accountancy. The 
successful factory is that which scraps the obsolete methods, 
which ascertains its costs on a sound basis, and, having 
ascertained that cost, can fix a Selling Price that will ensure 
a profit at the end of the year. 


CHAPTER II. 


THE BASIC FACTOR. 


What is the correct method of Costing a dozen goods? 
The answer to this important question is the key to profitable 
trading, for, unless the correct cost is known, it is impossible 
to fix a Selling Price which will be certain to yield a profit on 
the Trading Account at the end of the year. 


It will be impossible to cut out those lines on which a 
loss is being made and to cultivate those which are produced 
and sold at a price which leaves a margin of real profit to 
accumulate and finally be divided as a dividend to the 
shareholders. 


The general percentage on the Selling Price or on the total 
Material and Labour Cost to recover all the Overhead Ex- 
penses is clearly proved to be most unsatisfactory in costing 
a dozen goods; it is therefore necessary to discover a more 
reliable and accurate basis, and the only reliable basis is to 
make each process or department bear its own expenses and 
recover those expenses on the value of its production. 


Value of production is the enhanced realisable value of 
the goods after an operation or process has been performed. 
It is the amount of Productive or Direct Wages which has 

15 
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been expended on that process or operation plus the amount 
of Overhead necessary to enable that process or operation 
to be performed. 


Without Rent, Rates, Taxes, Power, Light, Upkeep and 
Depreciation of Plant and Machinery, and all the other 
necessary items of Overhead, it would not be possible for 
Labour, as represented by the Direct or Productive Wages, 
to have increased the value of the goods. 


If a dozen pairs of ladies’ hose have been completed in 
the rough, that is, in the undyed state, the yarn as yarn 
would not be more valuable, rather as yarn it would be less 
valuable, but Labour, in the form of Productive Wages, by 
making use of the items included in the Overhead has converted 
that material from one form to another. 


The enhanced value is the same irrespective of the initial 
cost of the yarn, whether it cost five pence or five shillings 
or whether it belongs to another manufacturer for whom it 
is being worked up into goods. 


Wages paid are not all Direct or Productive Wages, for if 
employees are paid at Time Rates they may be employed 
wholly non-productively, and the work-in-progress may not 
have any further value added to it. | 


Direct or Productive Wages are wages which are paid for 
a necessary operation of normal production, ascertainable 
in definite quantities and chargeable against definite goods. 


Before commencing to make a dozen goods it is possible 
to ascertain the amount and the value of the yarn required. 
The wages for winding the yarn, knitting the legs, turning 
off the heels, footing, turning off the toes, seaming, mending 
and inspecting the goods are at fixed rates, being invariably 
on a piece-work basis. The bonus can be added to these 


THE BASIC FACTOR nay 


wages so that the total amount to be paid for making these 
goods is known. 


All the known costs of producing a dozen goods can be 
treated as direct costs in estimating the cost of a dozen goods. 
The only unknown item is the cost of the Overhead that has 
been incurred or will be incurred in making these goods. 


If only one kind of hose is made in the factory the Direct 
or Productive Wages will bear a definite relation to the total 
dozens produced, it therefore would not matter whether 
the Overhead was calculated as a percentage to the Direct 
or Productive Wages or as a rate per dozen goods made. 


If several different lines are being made in the factory, 
the Direct or Productive Wages will vary on the different 
lines and the agreement between Productive Wages and dozens 
produced will be lost. . 


It is therefore necessary to discover the Unit of Production, 
for the Unit of Production in any industry is the correct 
basis on which to recover the Overhead of any Department, 
Process or Operation. 


As Direct or Productive Wages are at definite rates for a 
definite amount of production, and these rates are fixed so that 
an average worker will be able to earn approximately the 
same amount of wages irrespective of the kind of goods hefis 
making and irrespective of the dozens made, it necessarily 
follows that a longer time will be taken to produce certain 
classes of goods than others. 


The rent and all the other items which make up the over- 
head of the factory will cost more per dozen on goods which 
take a longer time to make than on goods which take a 
shorter time and for which the productive wages are less. 


It is evident, therefore, that the unit of production in the 
factory is Direct or Productive Wages, and that the correct 
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way of recovering the Overhead expense of the Factory 
Department is to charge it on the basis of its ascertained per- 
centage to these wages. 


Having ascertained the percentage that the Overhead 
Expenses of the factory bears to the Direct or Productive 
Wages of the factory, it is now possible to estimate the cost 
of a dozen goods up to the rough or undyed state. 


The goods are now at the finish of the first stage of produc- 
tion, and may remain in the rough for some time or go out to 
dye, but in any case, for the purpose of efficient control of the 
business, these goods should nominally, if not actually, be 
regarded as having gone to a rough stock from which they 
would be issued as required for dyeing and completion. 


This rough stock will prove an admirable point of control 
and of co-ordination of the factory and the warehouse sides of 
the business. 


The charge for dyeing is a known amount and can be treated 
as a direct item in estimating or costing the goods. In all 
probability the goods will come back ready trimmed and 
pressed, and will go to the warehouse, where the operations 
of mending, pairing, stamping, folding and boxing are per- 
formed. 


As all goods passing through the warehouse will go through 
the same processes the cost of the warehouse in total, including 
wages and overhead expenses, can be ascertained as a cost per 
dozen of the output without violating any fundamental 
principle of Cost Accountancy. 


The papers, boards, boxes, twine and printing charges 
should be kept distinct and be reckoned as a direct item in 
the cost of the dozen goods. 
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ESTIMATE FOR 1 DOZ. FASHIONED HOSE ........ bal Qiarois 
POSES ESOL OSPR ies 8 SORTS CIOL OPCS atc ERE ee UN ER ae CM TS 
Weight of 1 Doz. Goods in Rough.............. LD eset lacoste ree ree oz. 

Estimated 
Details Cost 


LSA eae Sie 
Yarn, including Allowance for Waste :— 


+ Bost Gan OMRON D CEA SIORS GeO aOR ae Dame cir Oem) 

iN diorama Mate ea? Sas leo ese OZs, (D 

Peet pedee a Secs sjawenenet eres Mele ere af OZ a (@ 

Total Weight & Cost ....lb. ....0z. ai Ssh 

Direct Factory WaGEs :— 

Winding Yarn for 1 oz. Goods a8 pee 

Legger .. oe 

Turning Off Heels 

Footing . 

Turning Off Toes 

Seaming.. 

Mending.. 

Inspecting 


Total Direct Factory Wages 
Bonus @ d. in the 1s. 


Factory Overhead Expenses ....% to Factory Wages .. | £ 


Total Cost to Rough Stock . 

Dyeing Ag ne 
Warehouse Wages and Expenses @ per Dozen 
Paper, Boards, Boxes, Printing, &c. ae 


TREAT, 


Total Manufacturing Cost os 
General Expenses, ....% on Sale Price 
Estimated Loss on Seconds ae 
Estimated Profit : 


TH | HRBRRA 


Sale Price 
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This gives the cost of the goods up to and including the 
total cost of manufacturing, but we have in addition certain 
charges in the Overhead that are not incurred in either the 
Factory or the Warehouse Departments. These include 
Directors’ Fees, Counting House, Carriage, Travellers’ Salaries 
and Expenses, Commission on Sales, &c. 


The correct method of recovering these General Expenses 
is to calculate them as a percentage on total sales, or use an 
equivalent percentage on the total manufacturing cost. 


It is now possible to draw up the Estimate Form on which 
every line that is made in the factory should be costed. On 
this Estimate Form there will be an item Loss on Seconds. 
This will have to be provided for, although it does not appear 
in the financial accounts or in the analysis of expenses which 
we shall have to make in order to ascertain the percentage for 
Factory Overhead, the rate per dozen in the Warehouse, and 
the percentage to be added for General Expenses. 


Every manufacturer knows that all the goods made do not 
come through as perfect goods. Some have to be sold at a 
reduced price because of their faults. The difference between 
the price realised for these seconds and the price which 
would have been realised if sold as perfect goods is a loss of 
profit which must be allowed for in fixing the Selling Price. 


CHAPTER III. 


THE ANALYSIS OF EXPENSES. 


ASCERTAINING THE OVERHEAD PERCENTAGE OR 
RATE. 


It is not possible to wait until a scientific system of Cost 
Accounts is fully established before fixing the percentage or 
rates per dozen of the Overhead for use in estimating the cost 
of the goods, but must utilise the information available so as to 
ascertain as nearly correct as possible the amount of these 
expenses. 

Assuming that the Factory consists of two Departments, 
one making fashioned hose on Cotton’s Patent Frames, and the 
other making seamless hose on the Circular Machines, each of 
these Factory Departments having their own Warehouse 
Departments, it will be evident to those whose business it is 
to get orders and to make the goods that the Cost Price and the 
Selling Price of these lines are not comparable. 


In the Fashioned Hose Department the wages paid for mak- 
ing the goods will be considerably higher per dozen than is paid 
in the Seamless Department. The expenses of these two 
Factory Departments will not bear the same relation to Produc- 


tive Wages, therefore, if we use the same percentage in each 
21 
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Department, one kind of goods will be bearing charges which 
are incurred by the other kind of goods. 


It is essential, therefore, that each of these Factory Depart- 
ments should be charged with their own expenses, and must 
recover their expenses on their own goods. 


Only by this method is it possible to prevent one depart- 
ment from selling its product at too lowa figure and the other, 
by having to bear charges beyond its own fair cost, from fixing 
its Selling Price too high, resulting in a loss of orders and 
eventually a loss of profit. 

It is necessary to take the Trading and Profit and Loss 
Accounts as prepared by the accountants, and divide the 
expenses shown therein over the departments. 


As very little extra effort will be involved, it is advisable to 
prepare Departmental Accounts at the same time. 


In analysing these expenses over the Fashioned Factory, 
Seamless Factory, Fashioned Warehouse and Seamless Ware- 
house according to the amount of each of these expenses that 
is incurred by the respective departments, it will be found that 
there are certain expenses that cannot be directly allocated to 
any department, but are a charge against the business as a 
whole, or are incurred by the Selling Organisation. 

These must be treated as a General Expense and recovered 
either on the Total Cost of Manufacturing, or as an equivalent 
percentage on the Selling Price. 

It is not necessary to divide the Stock on Hand at the com- 
mencement and at the end of the period for the purpose of the 
Analysis of Expenses, but this division will be required for the 
Departmental Accounts. It will easily be ascertained from 
the Inventory of Stocks as taken at the respective stocktakings. 


Dealing now with the other items as shown on the Trading 
Account, we transfer them to a sheet ruled to take the total 
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and the analysis of the total into the four departments and the 
General Expenses. 

Item 1.—Yarn. Ina fully organised system of Cost Accounts 
yarn would be bought for stores and would be debited to Yarn 
Store Account. On being issued to the Factory the Store 
would be credited, and the Work-in-Progress Account of the 
Factory Department debited, then Yarn Consumed would 
enter into these figures instead of Yarn Purchased. 


We find that £9,500 worth has been bought for the Fashioned 
Department and £10,500 worth for the Seamless Department. 


For the purpose of finding the correct percentage of Factory 
Overhead to Direct Productive Wages, it does not matter 
whether Purchases or Consumption is taken into these figures. 


Item 2.—Dyeing. The Dyers’ Accounts must be analysed 
into fashioned and seamless goods. There will almost certainly 
be a Dyers’ Lot Book, from which these figures can readily be 
obtained. 

Item 3.—Direct Factory Wages. The figure of wages in 
the Trading Account is £10,000, but this will probably 
include the wages of foremen, Factory office clerks, storeman, 
labourers, &c. 

Only those wages which are paid for a necessary operation of 
normal production and which are definitely reckoned as Direct 
Wages in costing the dozen goods must come into this figure. 
All other wages must come in the Indirect Wages as an Over- 
head Expense, otherwise there will be a deficit not reckoned 
for when the Audited Accounts appear. 

We find by analysis that the Direct Factory Wages are 
£8,000, of which £5,500 is paid to fashioned workers, and that 
£2,500 is paid in the Seamless Factory. 

Item 4.—Paper, Boards, Boxes, Printing, Twine, &c. These 
are to be reckoned as direct items in costing the goods. If we 
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have our own Printing Department all these charges can go into 
the Printing Account, and be charged out to the different goods 
or departments. We find that £450 is consumed by the 
Fashioned Department and £550 by the Seamless. 


Item 5.—Total of Direct Costs. This is of no immediate 
importance. It is simply the total of all those items which are 
to be reckoned as direct items in costing the goods. All the 
other items will come in the Overhead. 


Item 6.—Indirect Wages. This includes all those wages 
which are not definitely treated as Direct Wages in costing the 
goods, and these Indirect Wages must be charged as an expense 
against the Department in which they are incurred. 


If an employee works for more than one Department, a fair 
proportion must be allocated to each. 

Item 7.—Salaries. These must be charged to the Depart- 
ments which are supervised by the person in receipt of them. 
It should be possible to allocate this accurately. 


Item 8.—National Health and Unemployment Insurance. 
This is that portion of the total insurance that is paid by the 
employer. That paid by the worker is deducted from his 
wages and appears as Wages in our Accounts. The division 
is ascertained from the Pay Roll. ‘ 

Item 9.—Rent, Rates, &c. If the buildings are owned by 
the firm a fair rent should be charged, Lighting and Heating 
of Buildings, and the cost of Upkeep and Depreciation should 
be allocated on the basis of floor space. 

Item 10.—Power. On the amount used, or, if this is not 
available, on the estimated horse-power required to drive each 
Department. 

Item 11.—Repairs and Upkeep of Plant and Machinery, 
including needles and machine parts, can be definitely charged 
to the respective Departments. 
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Item 12.—Depreciation of Plant and Machinery will be the 
actual figure obtained from the schedule showing the capital 
value in each Department. 


Item 13.—Insurance of Plant and Machinery will be calcu- 
lated on capital values. 


Item 14.—Insurance of Stock will be on the actual value 
of Material in Store, Work-in-Progress or goods in each 
Department. 


Item 15.—Travellers’ Salaries, Expenses and Commission on 
Sales are a purely Selling Expense, and go into the General 
Charges column to be eventually recovered on the turnover. 


Item 16.—Sundry Expenses to the Department incurring 
them. 


Item 17.—Directors’ Fees into the General Expenses. 


Item 18.—Discounts Allowed should be treated as a General 
Expense if it is not possible to render invoices net or to calcu- 
late them as direct items in estimating. 


Item 19.—Carriage. This also could be treated as a General 
Expense or as a direct item in estimating. It is advisable to 
treat it as a General Expense in all cases where it is not possible 
to ascertain its exact cost at the time the Selling Price is fixed. 


Item 20.—Total of Indirect Items. This is the total of all 
those expenses that have been incurred and which are not put 
down as definite items on the estimate or cost of a dozen goods. 


It must be included in the Selling Price by a fair and equit- 
able method, so that the profit shown on the individual esti- 
mates may be realised and eventually appear as Net Profit 
on the Balance Sheet. 


The cost of the Overhead is found to be 60 per cent. to the 
Direct Wages of the Fashioned Hose Factory and 80 per cent. 
to the Direct Wages of the Seamless Hose Factory. 
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This shows how necessary it is to departmentalise the ex- 
penses and make each Department recover its expenses on its 
own production. 


In the Warehouse we find a cost of 1s. 3d. per dozen in the 
Fashioned Warehouse against Is. per dozen in the Seamless 
Warehouse. 


The General Expenses are £2,605, or 5? per cent. to the Sales, 
but there are Sundry Receipts and Discounts Received to the 
extent of £600, which can be used to relieve the General 
Expenses. This would make them £2,005, or 44 per cent. 
to sales. 


CHAPTER IV. 


DEPARTMENTAL ACCOUNTS. 


We are now in a position to draw up our Departmental 
Accounts, which will show the actual performance of the 
respective Departments. 


These Departmental Accounts show that the Fashioned 
Department has made a profit of £2,513, and that the Seamless 
Department has lost to the extent of £993, the difference 
between the two Departments being the figure of profit shown 
on the audited accounts of £1,520. , 


In nearly all businesses some Departments will make a profit 
and others may show a loss, but the General Trading and 
Profit and Loss Account will seldom give any idea as to where 
the final figure of profit or loss is made. 


It is therefore essential, under modern conditions of manu- 
facturing, that the directors responsible for the success of a 
business should have access to the full information of the 
actual performance of each section of the business. 


This information cannot be obtained by the ordinary methods 
of accountancy, but must come through that special branch of 
accountancy which deals with Cost and Works Accounts. 

Ls 
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It is only by these means that a business can be built up on 
sound lines and prosperity and profits be assured. 


Instead of having to wait until the end of a financial year to 
ascertain the result of the trading, it is imperative that the 
accounts should be so kept that instant information of the 
progress of the business and of each Department of the business 
is available. In this particular case it might have been 
thought that both Departments were doing fairly well and con- 
tributing to the final profit, but the Departmental Accounts 
show that the Seamless Department is a drag on the wheels of 
the business, and has swallowed up a portion of the profit made 
by the Fashioned Department. 


With this knowledge the management can act and prevent 
to a great extent this loss of earned profit, and so increase the 
progress and prosperity of the business. 


Let us now carry the matter a stage further and put our 
Departmental Accounts in a similar order to that on which we 


cost a dozen goods. 


FASHIONED DEPARTMENT. 


£ 
Yarn - aie sie A ib ats 9,500 
Direct Factory Wages... ds 56 ae 5,500 
Factory Expenses, 60 per cent. .. in se 3,300 
Dyeing ob oe a ae 2,050 
Warehouse Expenses at 1s. 3d. .. ae Bet 1,375 
Paper, Boxes, &c. ae ne ate 450 
General Expenses, 44 per cent. on Sale IPticemer. 1,212 
Total Cost ag ats e307, 
Add Stocks Sold ae ae ae ‘is I,600 
Profit. x we bic ke a 2,513 
Total Sales oe Bic nae £27500 
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SEAMLESS DEPARTMENT. 


Yarn 

Direct Factory Wied oe 

Factory Expenses, 80 per cent. .. 

Dyeing ae : 

Warehouse Expenses at 1s. 

Paper, Boxes, &c. 

General Expenses 44 per cent. on nicale Ete 


Total Cost 


Loss 
Sales 
Add Goods t to eae 


Total 


It will now be understood that the General Account shows 
the cost of all goods in bulk, and that the Departmental 
Accounts reveal the cost of the goods produced by the respec- 


tive Departments in bulk. 


By costing each line of goods on the Estimate Form we main- 
tain the sequence, and can correctly cover all our Overhead 
Expenses and ascertain which of these goods are made at a 


profit and which are losing money. 


10,500 
2,500 
2,000 
1,950 
1,200 

55° 
793 


- 19,493 


993 
18,000 


500 


£19,493 


CHAPTER V. 


ESTIMATING. 


It is necessary to fix the ‘Selling Price of a line of goods long 
before they are manufactured and ready for delivery. Very 
often it is necessary to give a price in competition with other 
houses, and it is therefore necessary to prepare an estimate of 
the cost in order to ascertain whether the goods can be pro- 
duced at the figure and allow a margin of profit sufficient to 
warrant the accepting of the order. 


Very often also questions of policy arise where it may be 
suggested, in order to keep the plant running, that certain lines 
may be produced and sold at a low figure, and in these circum- 
stances it is also necessary to prepare an estimate of the cost 
of the goods. 


Estimating is not costing, for estimates are compiled in 
advance, whereas cost records are compiled during the process 
of manufacture. 


The Cost Records will show whether there has been accuracy 
in estimating, whether the allowances for waste and loss on 
seconds is sufficient, and whether the percentage of Factory 
Expense remains at or exceeds the allowed percentage in 
estimating. 
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The Cost Records provide valuable aid to the accuracy of 
estimates and enable them to be prepared in a reliable manner. 


In the cost of a dozen goods the price per pound to be paid 
for the yarn is known, but the amount of waste made in knitting 
is only known after the process has been completed. 


Through the Cost Accounts the amount of waste on similar 
goods is known, also the average amount of waste for the 
previous periods, and on the line of goods to be estimated an 
allowance, based on past experience, must be made. One 
unknown factor is the loss on seconds and jobs, and this can 
only be ascertained after the manufacturing has been com- 
pleted. In order to know this amount it is necessary to keep 
a record of seconds sold and the difference between the price 
realised and the price of firsts is the loss that has been incurred. 


An allowance based on past records must be made on the 
estimate, so that this loss is not a deficit, and that the estimated 
profit, assuming that the other unknown items remain normal 
may be realised. 


If the Overhead Expenses amounted to 60 per cent. of the 
Direct Factory Wages last year there is no guarantee that they 
will be the same in the current period, but, if this is the normal 
percentage, it must be taken as the basis of estimating, and by 
means of the Cost Accounts it must be watched so that these 
expenses do not exceed the amount allowed. 


The estimates should be prepared in line with the Depart- 
mental Accounts, and there should be means of comparison 
with the actual cost as the goods are completed. 


Upon the accuracy of the estimating much depends, for if 
goods are sold at a figure below their true cost there will 
eventually be a deficit at the end of the year. 
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ESTIMATE FOR 1 DOZ.SEAMLESS HOSE. .......... LOrm 


WDESCHAPLUOM ia O54 siete ie oir. oe Mercerised Cotton Hose 


eee eee eres 


CC 


Estimated 
Details Cost 


YARN, including Allowance for Waste :— £ Ss 
Aan or 2/O0m ence el De SOZ (a) 7S: eT OR 


HO 


SG OOOO SOLD NM BIOOS lb... 0z. @ 


Total Weight and Cost 1 lb. 10 oz... aie Foes.) SahiReg, 


Direct FacTORY WAGES :— 
Winding Yarn for 1 Doz. Goods .. Ee Mae Fs 
Knitting .. ats ic ave Bs ie 
Welting eas ee 
Linking I 
Seaming 2 
Mending 2 

Inspecting 


Total Direct Factory Meee lO 
Bonus @ 8d. in the ts. ; Mao 


Factory Overhead Expenses 80% to Factory Wages 


Total Cost to Rough Stock. 

Dyeing 

Warehouse Wages and Expenses @ Is. per Dozen 
Paper, Boards, Boxes, Printing, &c. bic 


Total Manufacturing Cost .. ad 
General Expenses 5% on Sale Price 
Estimated Loss on Seconds 
Estimated Profit 


TR | TRARTRAN | WRT | RH 


. ee ee oe ce ee 6 oe oe Sense 
Lal 
oe ee oe ce ee ee be oe oe ye, cin 


Sale Price 


= 
al 
° 
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It will be the duty of the Cost Accounts to see that the goods 
are produced at the figure allowed, or to reveal the loss thereby 
incurred. 

Given correct allowances for waste, loss on seconds and nor- 
mal production and expenses, these estimates would be true 
costs. If these estimates are true costs then the profit shown 
by the total of all the estimated costs of all goods produced 
should be the Trading Account figure of profit. 


CHAPTER VI. 


THE FACTORY SYSTEM. 


YARN. 


One of the greatest difficulties and the greatest danger in a 
Hosiery Factory is the yarn. This, if not properly controlled 
and undue wastage eliminated, can affect the profits of the 
business to a very serious extent. In fact, I think that I am 
safe in saying that it is the most important factor for any 
undue increase in the cost of yarn, in the wastage or loss 
incurred by putting a greater weight into the goods than is 
allowed for in the selling price must necessarily result in a loss 
on manufacturing. 


Yarn, when purchased, should be tested for count and 
standard requirements, and should be carefully checked to see 
that the weight invoiced, apart from the weight of cones, &c., 
is correct, and should be taken into store. 


If necessary, it can be allocated in the Ledger to the Fashioned 
or Seamless Departments for the purpose of the Departmental 
Accounts, but it must be regarded as going into store and be 
charged to Yarn Store Account. 


When an order is received the factory will advise the yarn 
storeman that a certain amount of yarn is required, the 
39 
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weight being arrived at by multiplying the number of dozens 
to be made by the weight of yarn allowed for in estimating, 
including the allowance for waste. 


This yarn will not be issued by the storeman in bulk to the 
factory, but to each winder as it is required to be wound. If, 
as is usual in many factories, the yarn storeman is responsible 
for the supervision of the winding operatives, he will issue a 
skep of yarn and enter it in the Yarn Issued Book. 


This book is in duplicate with a carbon copy underneath, and 
as the yarn is weighed out in small lots to the winders, the 
storeman will complete the Ticket A which is perforated to tear 
off and given to the winder with the yarn. 


On issuing a second quantity of yarn he will issue Ticket B, 
and so on until all the yarn necessary to complete the order 
has been issued. 


The winders will retain these tickets, and at the end of the 
pay period will render a Winder’s Wages Sheet to the office. 
This Winder’s Wages Sheet is checked with the duplicate 
remaining in the Yarn Issued Book, and the wages are then 
entered on the Pay Roll. 


By this means there is a definite check that wages are only 
paid for work actually performed, and also that the weight of 
yarn paid for winding agrees with the yarn issued in total. 


On the completion of the winding of the skep or of that 
portion of the skep which is to be issued in accordance with 
the weight of yarn required to complete the order, the store- 
man will complete that part of the form remaining in the book 
and send it to the Cost Office for entry of yarn issued and 
winding wages paid to the Cost Sheet. 

No Hosiery Factory can be successful unless it has efficient 
control over its yarn. No Hosiery Factory can be efficient 
unless it has a system of handling yarn that will prevent undue 
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WINDER’'S WAGES SHEET. 


DEP AVUMENE ia aie cin steele ain ioleie stele ¢ “ire: sw eipierep Dae vig saa Aa Pau 
Nameé....... eiataaave aieierae ee Oe Se ie OLE TO i 
INO} OR TE AY) TOM Se auipe saa cele' 
Particulars of Yarn Wound and Wages Earned. 
Lot| Weight |Lot} Weight |Lot| Weight |Lot|} Weight 
No.| @ 4d. lb. | No.| @ 1d. lb. |No.| @ 14d.lb. |No.| @ 2d Ib. 
lb. oz. Ib, oz: Ib2*0z: ib0z: 

dua Gee ase dy 


SUTIN ALY aol cysseheteln ity ois oleate ED @ ihe: ou Paetecn a eteuecnnnre 
POO GO 70 OG 0G aeNe lb. @ id ceis.a otelosoralsiahe 
AAO aoe mao Ne RK OEY <0 Erte Bor noes oad 
Parana atatace tatensvers tai LDU@s t2darrciy "ere vers erento 
Total ae £ : : 
Add Bonus at....d. in the 1s. : 3 
Total Earned £ : : 


Checked and passed by 


Entered on Pay Roll....... SOO an anie 


ey 


Ce er rd 
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waste and loss, which is always one of the most dangerous and 
elusive of problems. 


If yarn is so controlled that only the net amount required to 
complete the order is issued to the factory the goods should 
come through, provided that the allowance for waste on 
the estimates is sufficient. If more goods come through 
than the quantity expected, then either the allowance for 
waste is too high or some unexpected good fortune has been 
experienced in the factory, provided that the estimated 
standard weight per dozen goods has been maintained. 

How to manufacture with a minimum of waste and to make 
sure that wages are only paid for actual value received in pro- 
duction is one of the most pressing problems that confront the 
manufacturer. 


Herein lies the secret of good manufacturing, and the neglect 
of this means the loss of all the profit anticipated on the 
estimates and can very soon turn a prosperous business into a 
losing concern. 


The manager who believes in pushing the yarn into the 
factory, giving the employees therein a gold-mine to play with, 
is seeking trouble. 

If it‘ is necessary to keep cash securely locked up against 
wasted expenditure, it is much more necessary to keep control 
of the vast amount of cash in the form of yarn. 


Only by the efficient control of this material will it be certain 
that the financial result will not be adversely affected. 


CHAPTER VII. 


THE FACTORY SYSTEM. 


KNITTING. 


The system of recording production, ascertaining wages, and 
controlling the movement of goods from one process or opera- 
tion to another should be such as eliminates all unnecessary 
clerical work, guarantees that wages are only paid for work 
actually done, minimises the handling and hanging about of 
the goods in an unfinished state, and releases the foreman 
from his desk so that he may pay full attention to the actual 
manufacturing. 


It is very often found that the Factory or Works Records 
are very inefficiently kept, that they are considered a necessary 
evil and hindrance to output, and that they do not link up with 
the accounts of the business. 


It is essential that these records, which are of real import- 
ance and great value, should be correct. There should be a 
definite system laid down and followed that will fit in with the 
general system of the business, in order not only to provide 
reliable information for the Factory Manager with regard to 
the progress of orders on hand, but also be of value to and 
minimise the clerical work of the Counting House. 
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LOT TICKET. Wor ea 345-005 


This Ticket to be attached to each Lot as made by the Legger. 
Each employee completing any operation will tear off the appropriate 
Ticket for the operation performed and this will be retained and entered 
on the Weekly Wages Sheet. The Employee must fill in their name 
and date in the space provided on the top half of the Form. 
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WAGES SHEET. 
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MENDERS’ WAGES SHEET AND RECORD OF GOODS TO 
ROUGH STOCK. 
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When an order is received to make a certain line of goods 
a definite order should be placed with the factory. 


It is not possible to efficiently run any Department in any 
business if the Department is allowed to make goods without 
definite orders. It encourages waste and slackness. To 
keep Factory Records in a rough-and-ready manner also 
encourages inefficiency and waste. 


Whether goods are required for a definite order or for 
stock a Factory Order Sheet should be issued. 


This Order Sheet should contain full particulars of quantity 
to be made of each size, yarn to be used, wages rates to be paid 
for each operation, and the weight the goods are to come 
out at in rough, and any other instructions which may be 
necessary to carry the order through without a hitch. 


It should also contain spaces for filling in the total quantity 
- made of each size and the amount of yarn issued to the winders 
for this order. This would be obtained from the Yarn Issued 
Book. Eventually, we should get the weight of these goods 
delivered to rough stock, and so find the loss due to waste and 
its percentage to yarn issued. 


On receipt of this order the factory will enter it in the factory 
Lot Book, this book being on the loose-leaf principle, allowing a 
sufficient number of pages to divide the order into a suitable 
number of lots, convenient to handle and control. 


A lot number should be given to all lots made by the legger, 
and Lot Ticket issued for same. 


This Lot Ticket will go round with the goods, and should 
contain all necessary instructions. It will show the quantity in 
the lot and the price paid for each operation to be performed. 


As each worker completes an operation he will detach that 
portion of the Lot Ticket which refers to the work done and 
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retain same, entering his name and date in the space provided 
on the top half of the ticket. 


A summary of all these detached portions will be made 
weekly by the employee on a Wages Sheet, and handed in to the 
Factory Office. This will be entered to the Lot Book and 
passed to the Counting House to be entered on the Pay Roll. 


The menders who perform the final operation to the goods 
before they are taken into rough stock will be required to com- 
pile their Wages Sheet in a form suitable to record particulars © 
' of firsts and seconds and the weight of each lot. These will 
be entered into the Lot Book before being passed to the 
Counting House for incorporation in the Pay Roll. 


By this means the clerical work in the Factory Office is 
brought down to a minimum, the foreman is able to devote his 
time to the supervision of the manufacturing, the Lot Book 
shows exactly how each lot stands, and there is an absolute 
guarantee that the wages as paid are Direct Productive Wages. 
which have gone into the goods, that the goods are there, 
eventually to go to dye and be sold, or will count in stock ata 
stocktaking. 


CHAPTER VHE 


THE WAREHOUSE SYSTEM. 


Having now completed the manufacture up to the rough or 
undyed stage, we have a definite break and can pass the goods 
into store. The man in charge of this rough stock should keep 
a Rough Stock Book, showing the quantities he has received 
from the factory and the quantities he has issued, the balance 
being the Stock on Hand at any time. 


The top portion of the Factory Lot Ticket should continue 
to be attached to the goods as long as they remain in the 
rough stock, for this contains full information relating to the 
goods and their identity is secured thereby. 


When the goods go out of stock this ticket is no longer 
required and should be removed from the goods, but it should 
be retained until such time as the goods have passed through 
the warehouse, for defects may come to light after dyeing 
that could not be discovered in the rough. 


When instructions are received for dyeing the Stockkeeper 
must enter them in the Goods to Dye Book, giving each lot a 
Dyer’s Lot Number. Several Factory Lots may enter into 
one Dyer’s Lot Number, but the Factory Lot Numbers should 
be entered for the purpose of record. 
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This Goods to Dye Book should be in triplicate, the first 
copy going to the dyer with the goods, the second to the 
Warehouse, and the third should be retained in the book. 


On receiving this Goods to Dye Sheet from the Factory, the 
Warehouse Department should enter it into a Warehouse Lot 
Book, retaining the Dyer’s Lot Number, which now becomes 
the Warehouse Lot Number. 


When the goods come back from dye, they should be checked 
and a claim made upon the dyer for any shortage or damaged 
goods. The dyer’s invoice should be checked with this book, 
either by a responsible person in the warehouse or by the 
counting house staff before the account is passed for payment. 


A Warehouse Lot Ticket, similar to that used by the fac- 
tory, should be attached to each lot when received from dye, 
and the necessary operations performed, the employees render- 
ing a Wages Sheet to the office, similar to the Wages Sheet 
rendered by the employees in the factory. 


On the completion of the warehouse operations, the goods 
may be delivered direct to the customer or go into finished 
stock. 


In either case the Warehouse Department should enter the 
goods into a Rough Invoice Book, one book being kept for 
Sales to Customers and another for Sales to Stock. 


By this means the warehouse is kept clear of accumulated 
lots and oddments, every dozen goods received from dye being 
accounted for. 


The stockkeeper in charge of the finished stock will keep 
a Stock Book on the lines of that kept by the person in charge 
of the rough stock, showing the receipts, issues and balance 
on hand at any time. 
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When goods are delivered from finished stock they will be 
entered in a Rough Invoice Book by the stockkeeper. By 
this means there is a record in the counting house of the total 
quantities and value in the stockroom, and the stockkeeper 
must produce this quantity at a stocktaking. 


CHAPTER IX. 


THE COUNTING HOUSE SYSTEM. 


WAGES, PURCHASES AND SALES. 


It is wrong to look upon the Counting House as a purely 
tecording institution, although in many cases it is merely this. 
The really efficient Counting House, properly organised and 
controlled, will take its place as a most valuable and important 
unit in the scheme of business organisation and management. 


An efficient Counting House can very materially affect the 
financial results, a live Counting House can save much money 
and considerably aid the factory in producing for profit. 


The principal books required are :— 
Pay Roll. 
Purchase Day Books. 
Sales Day Books. 
Bought Ledger. 
Sold Ledger. 
Cash Book. 
Nominal or Private Ledger. 


The important consideration is not so much the number of 
books as the way in which they are kept, and the information 
that can be obtained from them. The Counting House books 
are a valuable store of most important information. If this 


information is not available the Counting House is inefficient. 
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It is not possible for Departmental Accounts to be combined 
with the General Accounts in a double-entry set of books with- 
out unduly disturbing the General Accounts of the business, 
and as the accounts for the business as a whole are the official 
accounts for all purposes it is essential that they should not 
be destroyed by endeavouring to combine the Departmental 
Accounts with them as one set of accounts. 


The only satisfactory solution is to keep the Nominal Ledger 
on the loose-leaf system, and by using the left-hand side of the 
opening as an ordinary account complete in itself for the 
purpose of the General Account, utilise the right-hand side of 
the opening as an analysis into the required Departments. 


Under this arrangement the departmental side of the Nomi- 
nal Ledger does not enter into the audit or disturb the general 
system of book-keeping, but it makes available a host of 
detail necessary for compiling the Departmental Accounts. 


The Counting House should compile the Pay Roll from the 
Factory and Warehouse Wages Sheets after these have been 
checked and passed by the Departments concerned. 


On this Pay Roll they should enter the quantity of goods 
made in the factory, the leggers’ quantity being taken for the 
Fashioned Factory and the maker’s quantity for the Seamless. 


If each section of the factory is entered on a separate sheet, 
the total paid for each operation can be ascertained, and a 
summary made showing the quantity of goods produced, the 
total of the wages, and the employer’s contribution to the 
National Health and Unemployment Insurance. 

The Indirect Wages are summarised from the Wages Sheets 
rendered by the pieceworkers in the Warehouse and from the 
time clock in the case of timeworkers. 

If an employee normally engaged on an operation which 
is treated as Direct Factory Wages is given an allowance or is 
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partly engaged on work which is treated as indirect, then this 
portion of the wages will be entered on the Indirect Pay Roll, 
only the Direct Wages being posted to the Direct Pay Roll. 


Yarn purchased, after being checked by the yarn storeman 
as correct for count, quality and weight, should be entered in 
the Yarn Purchases Book, the left-hand side of the book being 
drawn up in a manner suitable for the Genera] Accounts and 
the right-hand side for an analysis of the weight and value 
purchased for the different Departments. 


Cones and cases should not enter into the weight and value 
of yarn allocated to Departments, because these are returnable, 
and the Cones and Cases Account should clear itself on the 
return to the spinner. 


Dyeing charges are to be checked with the Warehouse Lot 
Book and any shortages or dyers’ damages charged up to the 
dyer. The Dyeing Purchases Book should be analysed into 
Departments for the purpose of Departmental Accounts. 


The General Purchases Book should take all credit purchases 
other than yarns and dyeing, and the analysis of this book will 
give the expenditure incurred under the headings of the 
accounts in the Nominal Ledger. Where possible, these items 
of expenditure should be marked with the name of the Depart- 
ment incurring them, and an analysis made for posting to the 
Departmental side of the Nominal Ledger. 


It will be necessary to keep the goods sold by Departments 
direct separate from goods sold out of the finished stock, 
because in our Cost Accounts we shall give credit to the 
Departments when they send the goods to stock and debit a 
Finished Stock Account, crediting the finished stock when 
the goods come out of stock. 


There should, therefore, be two Sales Day Books, one taking 
sales from Departments and the other sales from stock. 


CHAPTER X. 


THE NOMINAL LEDGER AND CONTROL ACCOUNTS. 


The accounts in the Nominal Ledger should be the same as 
will eventually appear on the audited Trading and Profit and 
Loss Accounts, and may comprise the following :— 


CapiraL AccounTs.—Share Capital, Buildings, Plant and 
Machinery, Fixtures, Shafting. 


ConTROL AccounTs.—Stock on Hand, Cash, Bank, Bought 
Ledger Control Account, Sold Ledger Control Account. 


SALES AND REcEIPTS.—Sales by Departments, Sales from 
Stock, Sales of Waste and Sundries, Discounts Received. 


DrrEcT ITEMs.—Direct Factory Wages, Direct Outworkers’ 
Wages, Dyeing, Yarn, Materials, Paper, Boxes, Printing, &c. 


InprrEcT ItEms.—Indirect Wages in Factory and Ware- 
house, Salaries, National Health Insurance, Unemployment In- 
surance, Workmen’s Compensation Insurance, Rent, or Interest 
on the Buildings if owned by the Business, Rates and 
Taxes, Lighting, Repairs to Buildings, Depreciation of Build- 
ings, Fire Insurance, Power, Repairs and Upkeep of Plant and 
Machinery, including Needles and Parts, Depreciation of Plant 
and Machinery, &c., Departmental Expenses, General Expenses, 
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Carriage, Donations, Travellers’ Salaries and Expenses, 
Commission on Sales, Directors’ Fees, Discounts Allowed. 


The posting to the Nominal Ledger will be from the Sales 
Day Books, Purchases Books or the Cash Book, excepting rent, 
if the buildings are owned by the business, and depreciation of 
plant and machinery and buildings, which are internal entries. 


The Control Accounts will show the balance of the Bought 
Ledger, Sold Ledger, Cash in Hand and at Bank. Outstanding 
cheques will reconcile the balance as shown by this account 
with the Bank Pass Book. 


We are therefore in a position to take out a Trial Balance 
without reference to any book other than this Nominal Ledger. 


A Trial Balance should be taken out monthly. It proves 
the accuracy of the books and is a valuable check upon 
expenditure, for it is possible to draw up Monthly Accounts for 
the business after making the necessary reserves provided that 
the value of stock on hand is known. 


To know stocks it is necessary to know the production of the 
works and the consumption of the stores. With the help of 
Cost Accountancy and an efficient counting house we can 
know our stocks. Knowing our stocks it is possible to know 
the exact financial position of the business at any moment. 


THE NOMINAL LEDGER AND CONTROL ACCOUNTS 
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BOUGHT LEDGER CONTROL ACCOUNT. 


Cash Paid salt 
Discounts Received £ 
Balance carried down £ 


Balance brought for- 
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Purchases—Yarn eae 
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Balance brought down £ 


SOLD LEDGER CONTROL ACCOUNT. 
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Balance brought down £ 


Cash Received 
Discounts Allowed 
Balance carried down 
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BANK ACCOUNT. 
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CHAPTER XI. 


QUANTITIES IN THE COST ACCOUNTS. 


In preparing the Final Accounts it is essential that an inven- 
tory of the stock on hand should be taken. Usually this is 
done in a haphazard manner. 


If the result of the year’s trading is expected to turn out well 
the stock will often be loosely taken and written down in value.: 
If the result is not expected to prove satisfactory, then every 
effort is made to account for every item possible, and the valu- 
ing of the stocks is done with a view to make them show as 
favourable as possible. 


This is so open to fraud, and there is so much room for differ- 
ences of opinion on the value of thestocks, that the accountant 
conducting the audit always takes a certificate of the accuracy 
of the stocks from a responsible member of the staff, and, in 
submitting the accounts, states that the stocks are taken and 
certified by the company. 


Under an efficient system of Cost Accountancy we should 
take stock to see that we actually have what the Cost Accounts 
show should be on the premises, for one of the objects of Cost 
Accounts is to control the stores and the stocks of partly 
manufactured and finished goods. 
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From the inventory of the previous period we can ascertain 
the opening stocks in both quantity and value, and if we 
started with an opening stock of yarn in the yarn store of 
1,000 lb. and have purchased 10,000 lbs. weight, as shown by the 
Yarn Purchase Book and the Yarn Account in the Nominal 
Ledger, we should have 11,000 lbs. weight in hand, provided 
that none had been issued. 


From the Yarn Issued from Stores Book we find that we 
have given out of stores and have debited factory orders or 
work-in-progress with a total of 9,500 lbs. We should have 
remaining in stock a total weight of 1,500 lbs., and this figure 
should come forward at the actual stocktaking. 


We may have an opening stock of 1,500 dozen of hose in the 
factory, some with the legs only made, others in the various 
stages, and from the Direct Factory Wages Account in the 
Nominal Ledger we find that the leggers have been paid for 
making 14,000 dozen. This figure of production should be 
entered from the Weekly Pay Roll. From the same Account 
we find that the menders have passed 13,750 dozens to rough 
stock ; therefore, 1,750 dozen pairs remain in an incomplete 
state in the factory to be accounted for at a stocktaking. 
If only 1,700 dozen come forward on the Stock Book, then 
the 50 dozen pairs lost should be accounted for in the Factory 
Lot Book. 


Goods in rough stock may show an opening stock of 2,000 
dozens, to which is to be added the goods received from the 
factory, namely, 13,750 dozens, making a total of 15,750 dozen. 
The total of goods sent to dye, as shown by the Goods to Dye 
Book, or the Warehouse Lot Book, is 14,500 dozen, the balance 
remaining in the rough stock, therefore, should be 1,250 dozens. 


These 14,500 sent to dye have to be accounted for by the 
warehouse, and if there was an opening stock of 1,000 dozens, 
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they must account for 15,500 dozens, either sold to customers or 
to finished stock, charged up to dyers for damages and 
shortage or remaining in the Department. 


In the same manner the finished stock will be debited with 
the goods received from the warehouse, and will be credited 
with the goods sold from stock, the balance should be stock on 
hand. 


All these figures of quantity should come through to the 
Counting House, and be incorporated in the Nominal Ledger 
on the Departmental Analysis side. 


It will be seen, therefore, that there is a definite check upon 
the quantities in the various stages of manufacture, and any 
loss can be detected and traced to the section responsible, 
the principle of the lot number in the factory and the ware- 
house enabling each lot to be traced from start to finish and 
any loss located on the individual goods. 


CHAPTER XII. 


VALUES IN THE COST ACCOUNTS. 


If a man has ten golden sovereigns and exchanges them for 
a ten-pound note, he has still the same amount of cash. If he 
transfers ten pounds from his Current Account to his Deposit 
Account he is still in the same financial position. 


In business the purchase of raw material for stores is not 
an expense, it is only an exchange of equal assets. Whether 
you have material in the store or cash in the bank does not 
matter (providing, of course, that the value of the material 
remains the same), for the Trading Account is not affected 
until the item is consumed. 


When yarn is issued from stores to the factory for knitting 
into goods there is an exchange of equal assets between yarn 
store and work in progress. 


In the same way wages are paid for knitting which are 
directly productive, and enhance the value of the goods in 
process by the amount of Direct Factory Wages paid, so that 
we have again an exchange of equal assets, cash paid for these 
wages becoming value in the Work-in-Progress Account. 


If the expenses of the factory which are calculated on the 
estimates at 60 per cent. remain in this proportion to the 
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Direct Factory Wages, there again is an exchange of equal 
assets, for these expenses enhance the value of the work in 
progress by this amount. 


If the percentage of expenses to Direct Factory Wages varies 
we have to adjust this difference, which will be done by means 
of the Expense Adjustment Account. 


This principle of the exchange of equal assets will be of 
great value to us, and help us to understand the underlying 
principles of Cost Accountancy as applied to the Hosiery 
Industry. 


That portion of the original Yarn Issued Sheet remaining in 
the book after the yarn has been wound is completed by the 
Yarn Storeman and sent to the Cost Office, where the total 
of these records is credited to Yarn Store and debited to the 
various Factory Orders. Our Yarn Store Account there- 
fore is :— 


YARN STORE ACCOUNT. 


Opening Stock .. £500 | Issued to Factory Orders {£7,800 
Purchases Sf .. 8,000 | Balance being Stock on 

Hand .. ae ae 700 

£8,500 £8,500 


and from this account we know what the total value of yarn in 
store should amount to. 


The yarn issued should be entered on the Cost Sheet and 
particulars of goods made, and passed to rough stock, also 
entered in the space provided. This information will be 
obtained from the Factory Lot Book, or from the Nominal 
Ledger, as entered from the Menders’ Wages Sheets to the 
Pay Roll. 
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On the completion of the Factory Order we find that the 
amount of yarn issued and used up in goods or lost in waste is 
the amount reckoned on the estimate, for yarn is only issued on 
this basis, and should produce the goods. 


If we have issued yarn for 1,000 dozens at an estimated 
weight of 2 lb. 2 OZ. per dozen the yarn store will have tssued 
2,125 lbs. of yarn, as now shown on the Cost Sheet. If the total 
cost of this yarn is £500, and 1,042 dozens have been made 
and passed to rough stock, then the yarn cost per dozen is 
gs. od., against the estimated cost of Ios. 


If the cost works out at a less price than that reckoned in 
the estimate, it necessarily follows that the profit shown on the 
estimate is understated by the amount saved ; therefore, we 
compile an actual cost against the estimated cost, ascertaining 
the actual cost and maintaining the principle of the exchange 
of equal assets. 


The actual Direct Factory Wages paid should not vary from 
the amount estimated per dozen, but if it does, the corrected 
figure should be placed in the actual cost column, so that the 
Cost Sheet will show the true cost. The total Direct Factory 
Wages paid and the Factory Overhead Expenses at the 
agreed percentage will also have been exchanged into work-in- 
progress. 


We now arrive at the cost to rough stock, and if the rough 
stock is valued at this figure at a stocktaking, we have a value 
that exactly balances our cost up to this point after adjusting 
the difference in the actual cost of the factory overhead against 
the amount recovered by the percentage allowed. The 
Expense Adjustment Account will give this figure. 

On the goods going to dye and being completed and sold, 
the actual dyeing charges can be entered on the Cost Sheet, 
if the actual dyeing figure is 2s. 1d. against an estimated figure 


78 HOSIERY ACCOUNTS 
COST AND SALES SUMMARY. 
LM AUELLEY ae syalerel oles statetalaie chat k tes WORT CHAIR |. <atelnts ast e 1955 
General 
Exs. 5% 
Quan- Total on the 
Order} Customer tity |Size| Descrip- | Manuf’ing | Sale 
No. Doz Prs. tion Cost Price 
fs (d")f eaG 


O60 0,0 Si8ia Bie B10 0m O10) e)(Rl)-e Sis: 4)Ole 06 \he ©. Sell 6.0) @ ena) @e.98 0) «|| eel pus)h« wiebe ove 


Cr ee ee 0D 


Cs i CC in i i ee es oe sr ry 


Ce i i oe Pe cs rr 


© 'e -0,\e, e}:0'||* x8) 0) 8° © S.te: 0 01 oj}ie sie cali, eo e)|,0° 9s, «\fie isle eles se) 0)}'a\ =e wiiimle eile ee 


eee nee 


eee eee er eerste es 


ee ee ee ee er ee ir ed 


COST AND SALES SUMMARY. (continued). 
Gross Profit Net Profit 
including Selling Selling Loss after 

Allowance Price. Price on deducting 

for Loss on Perfect Seconds Seconds Loss on 

Seconds Goods Seconds 
from Gross 

Profit 


Picea Onn omy Gog mae VG MA CS meena o teal (ar SY aes ha Ve ASR Ge) 


Syuahie isl (ee: wi], e: @e SB Site) 0: '8)l\e) be) bie: 616-0) es: a lip) e a|\e1 ica) 1/6. A: (ee) 


©6660 [Jere vei e © eyheve a6 le'}\a eye le em ilie.0, 606. o)l\e) 0 een ese fsa. ® ©. e\i-elm) 6m bei} + ee te ollie a) wt sale 


Bee selec pile cfs lee elie selec ete ces alice where sis o.8 eofeee eeeja cee cliee ole 


Ce Cs Ce ee oe ee ry 


Per} fec|t Goo|ds 


ee ee es ce ad 


VALUES IN THE COST ACCOUNTS 79 


of 2s. 3d., it is evident that there is an additional 2d. profit 
beyond that stated on the estimate. 


Completing the Cost Sheet, allowing the warehouse cost per 
dozen to remain at the estimated figure of 1s..3d., which is the 
ascertained average cost of the previous period, any difference 
in this being adjusted by the Expense Adjustment Account, we 
find that the total cost of manufacturing apart from general 
and selling expenses which are calculated on the sale price is 
£1 2s. per dozen against {I 2s. 5d. as estimated. 


This actual cost of manufacturing is the figure at which 
these goods should be valued for stocktaking purposes, for it 
represents the amount of all expenses, whether direct or 
overhead, which has gone into the goods. 


Assuming that. the actual percentage in the factory and the 
actual cost per dozen in the warehouse remain normal we shall 
show neither a profit or a loss on manufacturing at the close 
of a period. 


We are going to pause here and use this figure as a standard 
cost for these goods, for we have definitely ascertained that 
the cost of the yarn per dozen after allowing for waste, the 
Direct Factory Wages, dyeing and the normal overhead is 
actually covered in this price. The only difference that may 
arise is in the percentage or rate used for recovering the 
overhead. 


All goods sold will be entered on the Cost and Sales Sum- 
mary, a separate sheet being used for each kind of goods and for 
each traveller in order to ascertain the cost of each traveller in 
relation to his turnover and the profit made on each class 
of goods. 

The total cost of manufacturing is entered, the percentage 
of general expenses added, and the balance between these and 
the selling price of perfect goods represents the gross profit. 
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If the goods are sold as seconds, the gross profit should be 
the same as for perfect goods, and the loss on seconds entered 
in the appropriate column, the net profit column being com- 
pleted by deducting this loss on seconds from the gross profit. 


By this means the loss on seconds of each class of goods is 
ascertained and reliable data is provided to enable this loss 
to be covered on future estimates. 


From the Yarn Store Account we know the value of yarn in 
store at any time, and from the Work-in-Progress and the 
Finished Stock Accounts we know the amount of stock on 


hand. 
WORK IN PROGRESS ACCOUNT. 


£ 
Opening Stock 1,000 | Total Manufacturing Cost ss 
Yarn issued from Store 7,800 of Goods sold by De- 
Direct Factory na 5,000 partments as per the 
Outwork ae 500 Cost and Sales Sum- 
Dyeing .. se se 1,000 ma 6,300 
Materials : 50 100 | Total Manufacturing Cost 
Papers, Boxes, &e. 250 of Goods sent to the 
Factory Overhead earned Finished Stock -. £2,500 
by the percentage used Balance Stock on Hand _ 1,325 
in Costing .. = 3,500 


(Fashioned Depart- 
ment, {1,500 ; Seam- 
less, £2,000.) 
Warehouse Expenses 
Earned e 975 
(Fashioned Depart- 
ment, £375; Seam- 
less £600.) 


£20,125 £20,125 


— 


FINISHED STOCK ACCOUNT. 


£ 
Opening Stock : 1,500 | Total Manufacturing ‘ 
Total Manufacturing Cost Cost of Goods sold 
of Goods received from from Stock as per the 
Departments we) £25500 Cost and Sales Sum- 
mary ous Me EE 700 


Balance Stock on Hand 2,300 


£14,000 £14,000 


——— —— 
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SALES ACCOUNT (COST AND SALES SUMMARY). 


Total Manufacturing Cost 
of Goods sold from De- 


partments oa On 6,300 
Goods sold from Stock 11,700 | 
General Expenses 1,000 
Balance Profit 1,000 

£20,000 


Sales 20,000 


£20,000 


=a 


We have now efficient control of the stocks without which it 
is not possible to ascertain the exact financial position of any 


business. 


At the close of a financial period it will be necessary to take 
an inventory of the stocks in the usual manner, but we know 
what they should amount to in total value and have eliminated 
all possibility of juggling the stocks in order to hide inefficient 


management. 


We have now arrived at the point when we can draw up 
Monthly Accounts showing how the business is progressing. 


CHAPTER XIII. 


MONTHLY COST ACCOUNTS. 


It is not necessary to wait until the end of a financial year 
in order to ascertain the result of the trading, whether there is 
going to be a profit or a loss, for, with an efficient Counting 
House and Cost Accountancy methods, we know from day to 
day, if necessary, how the business is progressing. 


This is most valuable information, it places before those 
responsible for the progress and the prosperity of the concern 
those essential facts and figures which make it possible for the 
policy to be planned and carried out successfully. It also 
makes it possible for losses to be checked in their initial stage, 
and for unremunerative work to be dropped, and that class of 
trade cultivated which ensures profits and prosperity. 


We can now obtain from the Counting House a Monthly 
Trial Balance of the Nominal Ledger in the form illustrated. 
By making the necessary reserves for those expenses which 
have been incurred and not yet passed to account, we ascertain 
the total charges against the business to date, and carry them 
to the debit of the Expense Adjustment Account. 


The credit to this account is the amount debited to the Work- 


in-Progress Account for all those items which are treated as 
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CAPITAL ACCOUNTS— 
Shares issued and paid ae 
Buildings 5 
Plant and Machinery 
Fixtures 
Shafting a0 
ConTROL ACCOUNTS, “&e.— 
Stock on Hand—Yarn 
Work in Progress 
Finished Stock 
Cash in Hand 
Cash in Bank 
Bought Ledger 
Sold Ledger 
SALES, &cC.— 
Sales by Departments 
Sales from Stock . 
Sales of Waste 
Discounts Received 
Direct ITEmMs— 
Direct Factory Wages 
Direct Outwork 
Dyeing 
Yarn 
Materials 
Paper, Boxes, &e. 
Inpirect ITEMs— 
Indirect Wages, Factory . 
Indirect Wages, Warehouse 
Salaries 
National Health Insurance 
Unemployment Insurance : 
Employers’ ee Insurance .. 
Rent 5 ae 
Rates and Taxes Ae 
Lighting .. 
Repairs to Buildings A 
Depreciation of Buildings 
Fire Insurance ; 
Power : 
Repairs and Upkeep of Machinery 
Depreciation of Plant and Ma- 
chinery .. roe 516 
Departmental Expenses 5 
General Expenses 
Carriage 
Donations .. 
Travellers’ Salaries and Expenses 
Commission on Sales 
Directors’ Fees 
Discounts Allowed 


Total 


10,000 


2,800 


7,000 
13,000 
100 
100 


300 


Reserve 
Dy. Cr. 


£ £ 


20 
60 


20 


150 


50 


£33,000 |£33,000 
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Overhead in the Factory and Warehouse Departments, and the 
amount of General Expenses debited to the Cost and Sales 


Summary Account. 


EXPENSE ADJUSTMENT AND PROFIT AND LOSS 


Indirect Expenses, as 
shown by the Trial. 
Balance 5 


Reserve for Expenses_ 
incurred but not passed 


Balance, being the excess 
of Earnings over Ex-: 
penses incurred, car- 
ried down 


Balance: Net Profit to 
date agreeing with the 
Monthly Trading and 
Profit & Loss Account 


ACCOUNT. 
£ £ 
Expenses earned by the 
percentage or rate per 
4,600 dozen :— 
FASHIONED DEPARTMENT : 
Direct Factory Wages, 
£2,500—60 per cent... 1,500 
750 | Warehouse Output, 
6,000 dozs. @ 1s. 3d. 375 
| SEAMLESS DEPARTMENT : 
Direct Factory Wages, 
| £2,500—8o per cent... 2,000 
| Warehouse Output, 
| 12,000 dozs. @ Is. 600 
| GENERAL EXPENSES : 
| 5 per cent. on Sales 1,000 
125 | 
| 
£5,475 | £5,475 
Ei £ 
Balance brought down.. 125 
Balance : Profit from the 
| Cost and Sales Sum- 
1,325 ; mary Account 2 1,000 
| Sales of Waste .. 100 
Discounts Received 100 
£1,325 £1,325 


The difference between the expenses actually incurred and 
the total amount of expenses that has been recovered by the 
percentage or rate is now found to be £125 and this balance is 
brought down as a profit beyond that shown on the Cost and 


Sales Summary. 


It proves the accuracy of the percentage or rates used in 
recovering the Overhead, and shows whether any alteration in 
these rates is necessary. 
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The sales of waste and the discounts received must be 
brought into this account, as they are not direct items in 
costing the goods. 


Having the Trial Balance and knowing the stock remaining 
on hand from the Yarn Store Account, the Work-in-Progress 
Account and the Finished Stock Account, we are in a position 
to draw up the Monthly Trading and Profit and Loss Account 
for the business as a whole. 


The profit or loss on this Monthly Trading and Profit and 
Loss Account will be the same as is shown by the Expense 
Adjustment and Profit and Loss Account. 


If we require to know the Departmental profit or loss for 
each month the figures will be available from the analysis side 
of the Nominal Ledger. 


It would not be necessary to make a full analysis of the indi- 
rect expenses monthly, for the average for the past period can 
be taken and the Expense Adjustment Account will show 
whether any Department has failed to earn sufficient to cover 
its average expenses. 


Should there be a low production in any department the 
direct items will fall in sympathy and some portion of the 
Indirect Expenses may also be a lesser amount, but a great 
portion of these Indirect Expenses will have to be met whether 
the Department is fully occupied or only working half-time. 


With a lower production the percentage or rate used in 
estimating will be insufficient to meet the expenses actually 
incurred and there will be a loss on the Expense Adjustment 
Account, because the Departments have not produced enough 
goods to recover their expenses. 


This will reduce the profit as shown on the Cost and Sales 
Summary. 
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It is not advisable to change the percentage or the rate for 
overhead to meet conditions which are not normal, otherwise 
there will be no stability in the selling price. 


Selling value has not a direct relation to the Cost Price, 
because some lines will yield a much larger percentage of profit 
than others. 


In cases where there is much competition or a falling-off in 
trade, it may be necessary to take orders at the bare cost of 
manufacturing in order to keep the plant running. 


It may even be necessary to take orders at a loss so as 
to find employment. If the price obtained for the goods 
covers all the direct items and earns some of the expenses which 
have to be paid whether the factory is running or not it is 
sound policy, for the taking of the order prevents a greater loss. 


It is therefore very evident that it is necessary to organise 
the Counting House and the Cost Accounts of a business so that 
there is a clear understanding of the financial position, a full 
knowledge of the progress of the business, valuable information 
available to enable policy to be decided and a guarantee that 
there will be no loss that is not anticipated. 


Cost Accountancy cannot fail to bring to light the position 
and the progress of the business, but without these.methods all 
is dark and indefinite, and the financial result is not known until 
the audit is completed. 


CHAPTER XIV. 


“MANAGEMENT. 


Given an efficient system of Cost Accounts it is unnecessary 
for the manager to be constantly running in and out of the 
Factory and the Warehouse, worrying himself over details 
that can be left to a subordinate, for the work will proceed 
smoothly and efficiently, running like a well-balanced piece 
of machinery. 


The true test of efficiency in management is this steady, 
sweet running of the plant, without friction and loss of effort. 
The day of bluff and bluster, of driving the Factory and squeez- 
ing the worker is passing, and new conditions are fast becoming 
essential to efficiency in production. 


More money will be saved, greater output will be secured, 
less wastage and loss will be incurred if the manager will study 
the Cost Accounts and benefit by the lessons therein contained, 
than ever would under any “ Push the yarn into the factory 
to get the goods out ”’ method. 


The manager can walk round the Factory, inspect the goods 
in the process of making, weigh occasional lots for his own 
satisfaction, look through the Factory Lot Book to see how the 


different orders are progressing, investigate the reason for 
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stagnant stocks in the rough and finished state, watch the pro- 
gress of the work in the warehouse, and inspect the finished 
article, resting confident that the result will come out as is 
shown by the Cost Accounts. 


He should see all the costs when completed, ascertain the 
cause of any excessive waste and endeavour to secure that all 
orders are produced at not more than the estimated cost. He 
should also see that the estimates are prepared with as little 
allowance for wastage as is reasonable and safe, so that orders 
are not lost on account of over-estimating. 


In all these matters that appertain to the production of the 
goods, he should accept the responsibility and hold those in 
charge of each section responsible, but he should not interfere 
in any way with the methods of accountancy or of cost account- 
ancy, for the Cost Accounts are there to show up without fear 
or favour all faults of production, all losses, whether losses due 
to material or faulty methods of production. 


The modern manager who appreciates the results to be 
gained through a study of the Cost Accounts will have a 
factory producing efficiently and piofitably. 


The old-fashioned, inefficient man who rules by rule of 
thumb, who neglects to profit by the lessons that can be 
learned from costing, will eventually be compelled to make 
way, for the success of any business cannot be secured under 
modern conditions of manufacturing without an efficient 
system of Factory Organisation, Routine and Cost Accounts. 


CHAPTER XV. 


TECHNICAL CALCULATIONS. 


It is not the object of this book to go fully into the question 
of yarn calculations, but it will be of use to the reader to have 
a little information on the system of numbering the different 
kinds of yarns. 


Cotton yarns are numbered on the basis of the number of 
hanks, each containing 840 yards, that weigh one pound. 
If 16 hanks weigh 1 lb., then the count of that yarn is r6s., 
and there would be 16 x 840 yards, or 13,440 yards in the lb. 


Worsted yarns are usually numbered on the basis of a hank 
of 560 yards ; therefore 16s. worsted would be 16 hanks of 
560 yards each to the lb. 24s. worsted would be 24 hanks of 
560 yards each, or a total of 13,440 yards to the lb., the same 
yardage as 16s. cotton. 

Artificial silk yarns are numbered in a different manner, 
the basis being the weight of a single hank of 520 yards in 
deniers. If 520 yards weighed 150 deniers, the count would 


be 150 deniers. A denier is of an ounce, therefore 
1,600 

4,437,333 

= equals count in deniers. 


yardage in 1 lb. 
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It will therefore be seen that to ascertain the equivalent 
count between cotton and worsted is fairly simple. To con- 
vert a cotton count to a worsted count we add one-half to the 
cotton count. To convert a worsted count to a cotton count 
we must deduct one-third from the worsted count. 


COMPARISON OF YARN COUNTS. 


Artificial Silk. 

Cotton Count. |Worsted Count.) Weight in 

Yards per ib. Hanks of Hanks of Deniers of a 

840 yds. per lb. | 560 yds. per lb.| Hank of 520 
yds. 
8,400 be) 15 528 
10,080 12 18 440 
11,760 14 21 377 
13,440 16 24 330 
15,120 7 18 27, 293 
16,800 20 30 264 
18,480 22 33 240 
20,160 24 36 220 
21,840 26 39 203 
23,520 28 42 188 
25,200 30 45 176 
26,880 32 48 165 
28,560 34 51 155 
30,240 36 54 146 
31,920 38 57 139 
33,600 40 60 132 


To ascertain the equivalent of a given count of cotton in 
artificial silk requires a little more calculation. 


oz. is the weight of one denier, 
1,600 


therefore 8,5334 deniers equal r Ib. 
8,5334 deniers x 520 yards 
= the artificial silk count, 
known cotton count x 840 yds. 


equivalent to the known cotton count. 
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Thus 20s. cotton is equivalent to 264 deniers artificial silk, as 
follows :— 


8,533 X 520 4,437,333 
—_—_—_— SS  -SC—Ct— 264. 
20 X 840 16,800 
All the calculations necessary can be ascertained by similar 
methods. 


The Cost Office should be in the position to check these 
figures, and if the estimating is done by the Cost Office atten- 
tion to these calculations is necessary. 


Yarns can be tested for count by reeling off a definite fixed 
length and weighing same on a balance specially manufactured 
for this purpose, the indicator showing the count in the various 
systems. 


Appliances are also made for testing the strength, stretch 
and the twist or the number of turns per inch, and should be 
available in all offices where efficiency in yarn control is 
required. 


There is a relation between the number of needles per inch 
in a frame and the count of the yarn that can be most success- 
fully worked on that frame. 


Usually the gauge of a frame is calculated on the solid frame 
principle, that is the number of leads in three inches. Each of 
these leads contain two needles ; therefore, if there were 33 
leads in three inches, there would be 22 needles per inch. 


This frame would be a 33-gauge frame, and if we have ascer- 
tained that the yarn that can be most satisfactorily worked on 
this gauge machine is 20s. cotton, we should be limited to this 
count in cotton or its equivalents in other counts. 


Machines are built to take as large a variation in count of 
yarn as possible, so that a few counts up or down may be worked 
on this frame. The work will be most successfully performed 
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on the medium counts, thus we should only use this machine 
for producing goods using, say, 18s. to 22s. single cotton, or the 
equivalent in two-fold or three-fold yarns, 36/2 to 44/2 or 
54/3 to 66/3. 

If the frame was 39-guage, then the needles per inch would 
be 26, and we might find that 25s. single was the most suitable 
count of yarn to be used. 

Each manufacturer should tabulate his knitting results so as 
to find the most suitable counts to be worked on the various 
gauge machines in his factory. 


It is now evident that the needles per inch in the machine 
will regulate the kind of goods that can be made in the fac- 
tory, and that if there is a falling-off of orders for certain lines 
the frames cannot be turned on to entirely different classes 
of work. 


Under these circumstances it might be found necessary to 
ascertain the cost of running each frame separately. This isa 
development which can only be attempted when the system 
outlined herein is satisfactorily working, for, unless the funda- 
mental basis is correct, any subdivision into machine costs 
would have little real value. 


You cannot put the roof on a house unless you have the 
structure complete in other essentials. You cannot success- 
fully ascertain the cost of running each machine, unless you 
have correct costs of the Department of which that machine is 
a part. 


Having got the Cost Accounts on a sound and practical 
basis, the way is open to further development, as may be 
found necessary, but it will be wasted effort to try to subdivide 
the costs into machine units unless the basis of the charges to 
Departments is on a sure and safe foundation. 


CHAPTER XVI. 


CONCLUSION. 


No system can be taken as it stands and applied to every 
factory in the industry for which it is compiled, because differ- 
ent factories have their own peculiarities and prejudices ; 
but it will be found that the fundamental basic principles will 
be the same and must be followed in order to obtain full value 
and efficiency from the system. 


In applying a system such as is outlined in this volume it is 
first of all necessary to ascertain the normal division of the 
business into Departments. 


It may be necessary to have Fashioned Hose, Fashioned Half 
Hose, Fashioned Underwear, Seamless Hose, Seamless Half 
Hose, Seamless Socks, Cut Underwear, Dyehouse, Trimming 
and Finishing Departments. 


The Overhead Expenses in the Warehouse or Making Up 
Department of Fashioned or Cut Underwear and similar 
goods will have to be ascertained as a percentage to the 
Direct Productive Wages of the department, and not as an 
average rate per dozen for the wages paid will vary on the 
different lines. 


In deciding the method to adopt in any department 


not illustrated in this volume it is necessary to find the 
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unit of production and recover the Overhead Expenses 
on that basis. 


If the factory is large and produces its own power, has its 
own mechanics’ shop, does its own printing, &c., it will be 
necessary to have Service Departments in addition to the 
main Producing Departments. 


It will be necessary to treat these Service Departments as 
such, debit them with their own expenses and, having ascer- 
tained their total cost, debit the Producing Departments 
according to the service rendered. 

If the factory is small possibly a division into factory and 
warehouse will be sufficient in order to ascertain the per- 
centage of Factory Overhead to the Direct Wages and the 
rate per dozen in the warehouse. 


If there is more than one department it is advisable that 
Departmental Accounts should be kept. These Departmental 
Accounts must be in agreement with the General Trading and 
Profit and Loss Accounts. 


It is of vital importance that only those items which are 
to be calculated as direct items on the individual estimates 
or costed as such should appear as direct items in the Accounts. 


All the expenses which are not calculated as direct items 
on the cost per dozen must come in the Overhead, otherwise 
the basis of recovering the Overhead will be incorrect. 


The principal item to watch, and it should be very closely 
watched, is the Yarn, especially if the market is fluctuating 
rapidly. Speculation in yarns should be avoided and yarn 
only ordered to cover orders on hand. 


If, however, there is any speculation in yarns an account 
should be opened to take the difference between the actual 
Purchase Price of the yarn and the price at which the yarn 
is costed on the individual orders. 
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By this means the profit or loss on the speculation is taken 
out of manufacturing and is shown as a department to itself. 


The drafting of the necessary forms and accounts is not a 
difficult matter and they can be put into operation by any- 
one with a knowledge of the business and of Cost Accountancy. 


Let me very clearly state that the value of any system can 
be nullified by well-meaning gentlemen with a smattering of 
Cost Accountancy and a mania for forms. 


Cost Accountancy properly applied, scientifically controlled, 
every record serving its appointed purpose and avoiding 
duplication of effort, is one of the greatest assets a business 
can possess. A mania for forms and records is not Cost 
Accountancy. 

The great underlying principle, the fundamental principle, 
is to ascertain the cost of each department or process, and hav- 
ing ascertained that cost, to discover the unit of production, 
be it Wages or Quantity, and to recover that cost on the 
unit of production. 

A system of Cost Accountancy on a sound and practical 
basis, aiming at real records, acting as a brake on the losses 
in production, keeping in line with the general system of the 
business, being able to correctly anticipate the Balance Sheet 
figure of Profit or Loss, provide Monthly Accounts for the 
Board, locate Profits and Losses to the departments and to the 
individual orders, cannot help but be the most valuable of 
departments. 

If I have through this volume spread the light or even the 
desire for light on the burning question of ‘‘ How to Ascertain 
the Cost of Production ?”’ if it enables my readers to improve 
their methods one little bit, if it advances the day when 
Cost Accounting in the Hosiery industry will be recognised 
as the essential to success, then my labour in writing this book 
will not have been in vain. 
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